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Compared with 
September 1942 October 1941 








Bank Debits + 3.7% 432.4% 
Retail Sales 46,0 424.3 


Building Permits ~58.1 -59.3 


Lumber Production 1/ 4 2.2 - 5,0 


Ordinary Life Insurance Sales . 49.5 ~5264 
Gasoline Sales - 8,3 -16,2 
Business Failures . «70.1 -63.0 
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ECONOMIC ASPECTS OF GOVERNLIENTAL PURCHASING PRACTICES 


Wesley C. Ballaine, Assistant Professor of Business Administration 


This article deals with the technique of buying sioplies for the government 
after Consress has made the necessary appropriations. isany topics closely related 
to purchasing technique demand attention but most of these will have to be ignored, 
For example, it is difficult to completely segregate the topic of hovr much to spend 
from that of the mechanism of exchanging money for supplies. If the government 
is able to get more for a given amount of mone:’, the appropriations may be de- 
creased, The primary interest of this paper is in governmental purchasing practices 
rather than in such broad subjects as "pump priming," which is a matter of fiscal 
policy. Furthermore, only those >ourchases of materials which the government 
actually uses are covered, This excludes the methods by which agricultural products 
are purchased when the objective is to support the market. Such purchases are 
in the nature of subsidies, Finally, the absolute noceessty of effective govern- 
ment procurement during time of war is so obvious it trill not be dist¢ussod 
in thie wonés, Uwrerous .nrti.e chemzes in govo.smentel wuveh cing 
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practices will not be treated, because it is assumed that peace, rather than war, 
is the usual state of international relations. It will also be assumed that prewar 
purchasing practices will, in the main, prevail when hostilities cease, 


I. Probable Postwar Importance of the Federal Government as a Buyer 








There are a number of wealmesses in governmental procurement practices which 
may become glaringly evident if the government should become a much more important 
buyer in the postwar years than was the case in the thirties, There is reason to 
believe this will be true, A few of the many grounds for this probability will be 
mentioned here, although lack of space srecludes adequate discussion. 


A large part of the American public now believes that the government is obli- 
gated to provide employment to all who cannot find work in private industry. The 
public will be particularly; sympathetic toward Federal employment projects designed 
to relieve wmemployment incident to demobilization of our large Army. The task of 
providing employment for all who desire to work may easily force the government to 
embark upon public-works programs which will make the "pump priming" of the thirties 
appear trivial. Such a policy would obviously require the government to purchase Sup- 
plies thich*:y poanstine cuands cs would be considered enormous, 


Coincident with this devclopment, we may also find that after the war we 
desperately need construction of what we loosely classify as "public works." For 
example, cities to which war workers and soldiers return may face an acute shortage 
of housing. The provision of lor-cost housing appears to have become a governmental 
responsibility. 


Both of the above points are closely related to an oninion held by many econo- 
mists: there will be too few desirable investment opportunities in the future to 
absorp the public's voluntary savings. The rate of interest on available investment 
opportunities may fall so low that funds will be held idle. Permanent and wide- 
spread unemployment may result, The "deficiency" in investment as compared to the 
saving propensity of the pnublic should, in the opinion of these economists, be 
offset by governmental investment in public works, The effect of such policy upon 
governmental expenditure is clear. 


A somewhat similar pessimistic philosophy holds that increasing price rigidi- 
ties, due both to price understandings among businscssmen and to governmental support 
of certain segnents of our price structure, are causing depressions to be more 
severe, Healthy adjustments in time of depression require price changes, but these 
price changes are becoming more difficult. The more severe the devression, the 
greater will be the public-vorks program needed to relieve the unemployment, This, 
again, may lead to a greater volume of peacetime governmental purchasing, 


Finally, there are factors at trork which may force tue government to operate 
some of ovr industries, A condition may develop in wiic1:. fev essortial industries 
may be unable under private owmership to provics uesestir, rocds ce. services to the 
public, The soivvtion mey be govermnent operaiiomm. ‘hore are several reasons why 
tne postwar pevicu miv ve so Ul fficult for ¢riv-.ce entescorirs Shet some of the 
weaker industrics will be foswsd out of the. ».ce, § La. of these adverse causes 
are; much more svringent govore mental regu] ziicnu, the <~r 51 ana voleration of 
non-competitive prices (this is the phenomenor commonly called “monopoly"); the 
basing of wages upon social standards rather than by competitive forces; and the 
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heavy taxation that will be caused by our enormous national debt. (Readers 
interested in this last topic are referred to "The Burden of a Domestic Debt” by 

B. U, Ratchford in the September 1942 issue of the American Economic Review). 

If the government should find it necessary to operate some of our weaker industries, 
the importance of governmental purchasing would be still further enhanced. Une 
desirable purchasing techniques would then be an important social problem. 


II, Governmental Purchasing Practices. 





Centralization of Governmental Purchasing. Centralization of governmental 
purchasing means establishing a specialized agency to which is delegated the task 
of buying the supplies reauired by 211 other governmental agencies. A similar 
practice is followed by most industrial concerns and many state and local govern- 
mental bodies, including the state of Oregon and the city of Portland. Centraliza- 
tion has numerous advantages, three of which will be mentioned here. It permits 
greater specialization, end this should result in greater efficiency of procurement 
officers, It facilitates standardization in dealing with vendors, Finally, it is 
more economical in operation because it requires a smaller staff. 








Some progress toward centralization of Federal governmental purchasing has 
been made in the last ten years, Unfortunately, most of this progress has been on 
paper; the actual improvement has been meagre, 


Until the end of the first decade of this century, governmental procurement 
was completely decentralized. Although considerable thought had been devoted by 
various governmental boards and commissions to the problem of obtaining a more 
uniform quality and better prices on supplies used in more than one department, the 
first important attack on the problem was made in 1909 by the establishment of the 
General Supply Committee. ‘this committee was composed of representatives of the 
various departments and independent bureaus in ‘Jashington, and was given the task 
of negotiating contracts with suppliers, All the purchases of supplies for use in 
Washington were made under these contracts, 


This system was not adapted to wartime and was supplanted by an elaborate set 
of controls during World War I, After the war there was considerable interest in 
the establishment of a budget system and the coordination of the routine business 
of the government. A number of interdepartmental committees were instituted by the 
Director of the Budget. One of these was the Federnl Specifications Committee, 
charged with the duty of urawing up standard specifications that were in harmony 
with the best commercial practices, These were to cover supplies used by two or 
more Federal agencies, To date, over 1,200 such specifications have been prepared, 
A second interdepartmental committee wns the Board of Contracts and Adjustments, 
created to standardize contract forms as far as possible, A third was the Federal 
Standard Stock Catalog Board, which determined the items to be included in the 
Federal Standard Stock Catalog. This catalog now contains some 155,000 items 
regularly procured, stored, and issued by or for the various executive departments 
ond bureaus. Another organization was the Federal Purchasing Board, This eommittee 
called attention to speculative elements in the prevailing method of purchasing 
which made suppliers hesitant about bidding for government business, A vendor might 
agree to supply the government with a certain comnodity during a year, but he had 
no exact knowledge of just how much would be ordered under this contract. The 
Purchasing Board, by experiment, found that definite-quantity purchases could be 
obtained at substantially lover prices than the open-quantity contracts generally 
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used. In 1929 it received permission to establish a warehouse in Washington and 
was also given a revolving fund so that it could extend its activites in definite- 
quantity contracts, 


An executive order in 1933 established the Procurement Division of the Treasury 
Department and transferred to it the functions of the General Supply Committee, 
the Federal Specification Board, the Interdepartrental Board of Contracts and'Ad- 
justments, the Federal Stock Catalog Board, and other similar organizations, The 
division has wide authority and may enforce centralized purchasing on field services 
(the use of the division is compulsory for establishments in Washington and for the 
government of the District of Columbia), and it may also prescribe procedure for 
purchasing performed by other government agencies; but it has done virtually nothing 
in this direction up to the present time, Considerable savings to the taxpayer and 
vendor alike probably could be secured by the exercise of this authority. 


The Procurement Division underwent substantial expansion in 1935 when it took 
over the Federal Emergency Relief Administration purchase offices, At one time it 
performed much of the purchasing for all the relief agencies, including housing 
projects. During the last year or so many of the agencies for which it formerly 
purchased have been permitted to take care of their own procurement, 


The ordinary purchases under contracts consummated by the Procurement Division 
may be broadly divided into three categories, ‘Some purchases are made under 
indefinite-quantity contracts, The vendors agree to sell as much of the particular 
commodity involved as may be ordered by all the agencies in the District of Columbia 
and those field agencies which wish to take advantage of the contract. No specific 
quantity is called for in these contracts and their life may range from three months 
to a year. The second catezory consists of purchases from manufacturers or dealers 
of definite quantities of supplies. These purchases are stored in a warehouse in 
Washington until resold to a using agency. The Procurement Division adds 5 per cent 
to the cost of the item to cover its expenses, The articles purchased under both 
these categories are listed in the "General Schedule of Supplies.” The third 
category consists of articles for single agencies of the government. These are com- 
modities which do not lend themselves to warehousing. The Procurement Division 
makes a surcharge of 3 per cent for this type of service. 


we find that these procedures may be divided into five principal types. 
The type which is used in # particular case depends partly upon the materials in- 
volved and partly upon the policies of the using agencies. (1) The most important 
procedure is for the using agency to buy directly from the supplier. About three- 
fifths of all purchases are made this way, (2) Purchase by the Procurement Division 
directly for the using agency accounts for more than one-quarter of all govern- 
mental purchases. This is the type of purchase for which the Procurement Division 
makes a charge of 3 per cent as described in the preceding paragraph. (3) Purchases 
under contracts negotiated by the Yrocurement Division (described as the first 
category in the preceding paragraph) amount to only one-twelfth of Federal purchases. 
(4) A very small volume is made up of purchases by one department under contracts 
negotiated by a second department. For example, the Navy Department, because of 
its wide experience, negotiates contracts for lubricating oils used by various 
civilian departments and agencies, (5) The purchases made from the warehouse of 
the Procurement Division amount to less than 1 per cent of the total. There are 
also some purchases, particularly in the field, from the warehouse of another 


yipes of Procedure. Turning now to the purchasing procedure of all government 
agencies, 
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its wide experience, negotiates contracts for lubricating oils used by various 
civilian departments and agencies, (5) The purchases made from the warehouse of 

the Procurement Division amount to less than l per cent of the total. There are 
also some purchases, particularly in the field, from the warehouse of another 
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Federal operating agency, Several agencies buy from the Forest Service Warehouse, 
the Coast Guard frequentl: buys from the Navy Yards, etc. 


Legal Limitations, A government officer cannot, except in case of emergency, 
buy a substantial amount of foods without first advertising for bids. When he 
receives bids, they are opened in public and the mward.is made to the lowest 
responsible bidder, This means that all bids, successful and wmsuccessful, are 
made public. In some instances all the bids are piblished, in other cases they 
are posted in some conspicuous place in the postoffice or Federal office building. 





There are a number of restrictions applying to most appropriations. In the 
first place, no purchase can be made unless Congress has appropriated sufficient 
fumds, Furthermore, an aspropriation can be neither spent nor encumbered prior to 
the fiscal year to which it pertains, even though the fumds have already been 
appropriated. Conversely, if any funds remain wnexpended at the end of a fiscal 
year, they revert to the Treasury, They may not be carried over for purchases in 
the succeeding year. 


In addition to these laws dealing with procedure, the government has enacted 
others dealing with broad questions of social volicy. The Walsh-Healy Act requires 
every contract in excess of $10,000 to contain a provision specifying that the cone 
tractor is a regular dealer or manufacturer of the articles or materials; that he 
will not employ shild or prison labor; and that he will not pay less than the pre- 
vailing rate of wages fixed by the Secretary of Labor for the locality in which the 
goods are manufactured, A final limication on governmental purchasing is contained 
in the Buy-America Act. This law requires that goods purchased by the Federal 
government must be mined, produced, or manufactured in the United States, There are, 
however, a number of exceptions under which supplies produced in other countries 
may be purchased, 


III, Possibilities of Improved Practices in Governmental Purchasing 








. Existing Practices Subjected to Little Critical Appraisal. Governmental 
purchasing procedures should have two objectives: (1) to secure the desired goods 
and services at the best terms for the taxpayer; (2) to aid general business and 
economic stability, This latter point refers primarily to the timing of purchases 
and the methods of securing bids. 





Despite the social importance of proper governmental purchasing techniques, 
the subject has had little investigation. The only recent study of anv length is 
the Texporary National Economic Committee's monograph No. 19, Government Purchasing 
--An Economic Commentary, published in 1940, This is but a small part of a study 
made for a Congressional select comzittee on the concentration of economic power in 
the United States, Much of the material in the remainder of this proper is based 
upon this T.N.E.C. monograph, 








Appropriation Handicans, There are two established governmental policies in 
regard to avpropriations tnat hinder sound procurement vrocedure. The first is that 
purchasing officers are freauently unable to take advantage of temporarily low 
prices because of legislation prohibiting the spending or encumbering of fwmds prior 
to the fiscal year to which they relate, A very simple example of sucn possible 
savings is that government purchasing officers must often vay more for fuel than if 
they were able to order it earlier, Under present procedure, orders cannot be 
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placed tefore July 1 even though delivery and payment are not to be made until 
after July 1, There is one agency which is an exception; it might be well if its 
procedure were the rule, Since 1894 the Commissioner of Indian Affairs has been 
authorized to advertise in the spring of each year for bids on many of the goods 

he wishes delivered in the succeeding fiscal year. This is permitted even though 
Congress has not yet appropriated funds. If Congress should fail to appropriate 
money, the Commissioner of Indian Affairs would simply cancel the order and no 
liability would attach to the government. Undoubtedly some check upon improvident 
spending is necessary; but it would seem reasonable to permit government purchasing 
agents to make contracts in the last month or two of the old fiscal year’ for goods 
to be delivered and paid for during the next fiscal year, if such action appeared 
desirable because of the market situation. 


Similarly, the prohibition vpon carrying funds over from one fiscal year to 
the next results in unusually heavy exnenditures in Jume by those departments still 
possessing unspent balances, This often means that higher prices are paid than 
would be the case if the agency were free to wait for a few months when the market 
might be more favorable, 


A second desirable alteration of avvropriation policy would permit negotiation 
of long-term contracts on both a definite and indefinite quantity basis to a much 
reater extent than is now the GASC. This could be accomplished in two ways. 
gf! sake cervain appropriation: cvellibls for *. ceriow. louger “nem one fi SOL YOR. 
128 RR? vie 3s tne gree of E 2. eC, wpote br Stone C-" gorse pe upye 49 ieaT 20se. 
a = yr a (- 5.48 BSovoevel of s..1e Niscctvor of vie 
Bu ast} for “periods ‘substantially “Yonger ‘than thét for which funds are appropriated. 


This would mean granting permission to procurement officers to enter into three- or 
four-year contracts, for example, even though Congress appropriated money annually. 
There is already some precedent for this, 


The adoption of either of these suggestions would permit the government to 
secure a part of its goods on somewhat more favorable terms than is now possible. 
In many instances suppliers are willing to make price concessions if they may retain 
their customer for a veriod of years, The benefits of long-term contracts are 
limited to certain manufactured articles, 


Publication of Bids. Virtually all peacetime purchases are made only after 
competitive bids have oeen submitted by all suppliers who are interested in being 
considered, ‘hen sh» zovornment authorities decide upon the successful bidder, or 
bidders, they publish all the bids, both successful and unsuccessful, The policy 
of buying only on competitive bids is perfectly sound in time of peace and the 
writer is inclined to question the arguments advanced by those who would abandon 
it in time of war. Hovrever, the publication of the bids in either peace or war is 
not so easy to defend. 





The publication of the bids is sometimes undesirable bec& se it may hamper 
price competition in securing government contracts, particularly ‘= the field of 
building supplies. At first glance, the relationship between publicity and price 
competition may not anvear very close, The nub of the matter lies in the efforts 
of businessmen to maintain prices, The ways in which some varticular price for a 
manufactured comnodity is established as the "going" or "market" price are too 
numerous to describe, Two of the principal methods, however, give an idea of the 
nature of the others, In some industries the largest rirm is tacitly accepted as 
the leader and all the other firms base their prices upon those quoted by the 
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leader. In other industries some published quotation in e trade journal is talcen 
as the "proper" price. Direct and open agreement upon prices is prohibited by law 
--hence these subterfuges,. 


When a private concern wishes to buy goods from a firm in an industry in which 
prices are, to some extent, "administered" rather than set by open competition, 
the "going" or "marizet" price is often only the point at which bargaining begins. 
Many suppliers are willing to shade their prices if they feel reasonably certain 
thet their competition will not co likewise. If the industry as a whole learns 
that one of its constituent firms has been departing from the established »rice, 
the maicfactor mez be subject to disciplining action such as local price cutting. 
Thus, any reduction below the established price must be keptconfidential; in indus- 
trial purchasing the wniversal practice is secrecy vith regard to bids. 


The government, on the other nand, makes all the bits it receives vublic. 
This means that any possible "price cutters" are exposed and made subject to attack 
by other firms in the industry. furthermore, the fact that few contracts cover a 
period longer than a year makes the reward or securing a contract hardly worth the 
penalties that may be incurred. 


The result of publishing government bids is to support administered (i.e., non- 
competitive) prices, This has the dual effect of forcing the sovernment to pay 
higher prices and also to hinder the smooth operation of our economic system. The 
space required to adequately explain this second voint is far greater than is avail- 
able here. A competitive, free-enterorise economy is kept in tolerable operation 
by means of price adjustments, If these adjustments could be made sufficiently 
rapid, our periodic depressions vould lose most of their severity and would be accom- 
panied by little unemployment of labor or capital, Administered vrices tend to 
fluctuate very little (in recent years many are directly supported by government 
policy, e.f., coal vrices, wages, and utility rates), and their existence is one 
cause of our modern depression problems, Obviously, any governmental action which 
strengthens administered prices is objectionable, 


If governmental practice were altered to conform with industrial practice, a 
blow of no mean proportion would be dealt to “adninistered prices." At the present 
time the purchasing technique of the government supports the very business practices 
which the antitrust division of the Department of Justice attacks. The alteration 
of governmental policy te one of coniidential bids might, if properly administered, 
result both in lower costs to the government and also in industrial prices which 
are more nearly competitive, 


Buy-America Act. This legislation is in the nature of a tariff, From a social 
point of view there is little, if anything, good that can be said of tariffs, Such 
protectionist arguments as the claim that tariffs result in a higher standard of 
living for laborers are sheer fiction, The arguments against this act are the same 
as those against any other trade barriocr. 





Walsh-Healy Act. An adequate discussion of this act would be quite lengthy. 
The questions involved concern the means by which the standard of living of the 
American laborer can be raised. ‘trade-union doctrine, which is also widely accepted 
by the public, puts primary reliance uton ever-increasing wage rates as the best 
means of raising the workers' livins standard. Organized labor has been influenticl 
in securing a great deal of legislation to aid it in its battle for higher wage 
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rates; the Walsh-Healy Act is but one example. The desirability of a higher 
standard of living for lovweincome groups is hardly to be quesioned, However, 
beyond a certain point, almost impossible of determination with any degree of 
exactitude, higher wage rates result in a lower standard of living for the country 
@s a whole because they cause umemployment. Experience of the last twelve years 
indicates that government interference in any truly competitive price (or wege- 
rate) determination is undesirable. In situations where there is insufficient 
competition to determine prices impersonally, the desirability of governmental 
interference is quite another matter. If the absence cf intervention leads to 
wage rates so low as to be socially wndesirable, it is the author's opinion that 
the workers should be given direct or indirect subsidies by the rest of society 
in order to bring their income up to an acceptable standard. 


Manufacture or Buy, There is a very broad question of when it is desirable 
for the government to abandon attempts to find satisfactory suppliers of finished 
goods and, instead, to buy raw matcrials or semifinished articles and complete the 
processing itself, The Government Printing Office is an example of government manu- 
frets: sic «fpurchase of printing services. Decisions to manufacture instead 
of buy should be made only after careful study. There is alvays the danger that 
the government may find the task of abandoning manufacture, in case of change of 
circumstances, to be extremely difficult because its monvufs.cturing employees feel 
they have a vested interest in its continuance. 





Danger to Business, If the government should become the chief buyer of certain 
types of zoods, there is the very real danger that the firms competing for the 
government orders might drive the price so low that the suppliers could not cover 
all of their costs. In this case, they might be unable to find other outlets 
because the government vas the onl: important vurchaser, The dangers of monopsony 
(one buyer) are es sroat as those of monopoly (one seller), but this situation is 
not as common and the dangers have attracted little interest, 


itt 
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General Business. Business activity in general in Oregon, as measured by 
debits to accoumts of banks throughout the state, increased again in October for 
the seventh consecutive monthe. October debits were 3,7 per cent above September, 
and 52.4 per cent above the same month a year ago. All areas except Pendleton, 
Which had an unusually high figure in September, and Burns - Ontario shared in 
the increase. Percentage changes by areas were as follows: 

Compared with 
September 1942 October 1941 


o 443.0% 
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Retail Sales, Sales of the 589 independent retailers in Oregon who reported 
to the San francisco office of the U. S, Bureau of the Census increased 6.0 per 
cent in October as compared with September. As compared with October 1941, sales 
were 24.3 per cent higher, Sales for the first ten months of 1942 were 8 per cent 
above sales for the same period in 1941, Figures are based upon sales as reported, 
and are not adjusted for price changes. 


Most major lines of merchandise, except motor vehicle dealers and the furniture 
-household-radio group, showed increases in October over September. In the latter 
two lines, the decreases were limited to fractions of one per cent, Many types of 
merchandise showed heavy gains over a year ago, far beyond any increase which might 
be due to price increases only. Percentage changes by lines of merchandise were 
as follows: 


Compared with 
September 1942 October 1941 


458.7% 
$37.2 
$54,1 
$48.8 
453.9 
-59,3 
443.4 
$1.7 
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Independent retailers in Portland reported a gain of 38 per cent over [ctober 
1941, while stores in Salem gained 15 per cent, For the first time in six months, 
sales in Eugene were higher - 11 per cent - than in the same periods a year ago. 
Sales in Astoria and Klamath Falls continued to decline, 5 per cent and 8 per cent 
respectively. Stores in rural areas (less than 2,500 population) reported an 
average gain of 19 per cent. 


Percentage changes by areas were as follows: 


Compared with 
September 1942 October 1941 
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Southern Oregon 

Central Oregon and Klamath Falls-Lakeview 
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Building Permits, Forty-three Oregon cities issued building permits authori- 
zing w total of TL OTe ,200 of construction, a decline of 58.1 per cent over the 
permits issued by identical cities in September. About 80 per cent of the total 
permits vere issued in Portland, where permits for new residential housing declined 
from $1,462,025 in September to 3676,990 in October, Outside of Portland, the only 
significant amounts of construction for which permits were issued were for new 
residential construction in Corvallis and Medford, October 1942 permits were 50.3 
per cent less than those issued in October 1941, Of the total of $1,012,200 in 
October 1942, pormits to the value of $762,065 were for new residential construc- 
tion, $112,810 for new non-residential construction, and $137,325 for additions, 
alterations, and repairs, 


Lumber Production, Production, shivments, and orders received in the West 
Coast (Western Oregon and Western “lashington) and Western Pine (Eastern Oregon and 
Eastern Washington) areas were reported by the National Lumber Manufacturers Asso- 
ciation for the four weeks ending October 31 and the same period a year ago as 
follows: 





October 1942 October 1941 % Change 
(M bd. ft.) (M bd, ft.) 


West Ceast 
Production _ 465,195 . §18,942 . 910,4% 
Shipments 485 ,126 496 ,831 = 2e4 
Orders Received 477,938 452,168 $+ 5.7 
Unfilled Orders - 842 , 839 496 ,552 . §$69,7 
October 31, 1942 and November 1, 1941 


West Pine 
Production ; 353,425 533,235 
Shipments . $48,045 559,265 
Orders Received . 352,753 . 308,780 
Unfilled Orders - 429,799 299,858 
October 31, 1942 and November 1, 1941 
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